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OATH OR AFFIRMATION

I, DAVID M. HOFF , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
FIRST HEARTLAND CPATITAL, INC ‘ , as

of _SEPTEMBER 30 ,2002 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:
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[ Notary Public ' §
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w& GAIL LOUISE EVANS
St. Charles County
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This report ** contains (check all applicable boxes): afwﬁ My Commission Expites
(a) Facing Page. __“‘.v‘ December 23, 2003

e

[ (b) Statement of Financial Condition.

(c) Statement of Income (Loss).

¥ (d) Statement of Changes in Financial Condition.
@ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

@ (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

0O () Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() A Recenciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
- Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

=
|

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
D(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For cbhditiohs{'of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




First Heartlahd Capital, Inc.
AUDITED FINANCIAL STATEMENTS

September 30, 2002

* . Prepared by: :
- Richard W. Schmidt CPA, P.C.
St. Louis, Missouri
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INDEPENDENT AUDITOR'S REPORT

Board of Directors.
First Heartland Capttal Inc.

I have audtted the accompanying balance sheet of First Heartland Capital, Inc. as of September
30, 2002, and the related statements of income, changes in _stockholders equity and cash flows for
the year then ended that you are filing pursuant to rule 17a-5 of the Securities Act of 1934. These
financial statements are the respons1b111ty of the.Company's management. My responsibility is to
‘express an opinion on these ﬁnanc1a1 statements based on my. audit.

I conducted my audit'in a‘ccordance, with generally accepted auditing standards. Those standards
" require that I plan and perform the audit to obtain reasonable assurance about whether the '
 financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements.. An audit also
included assessing the accounting. pr1nc1p1es used and mgmﬁcant estimates made by management,
as well as evaluating the overall ﬁnanc:1al statement presentatlon I believe that my audit provides
a reasonable ba51s for my opmlon

In my opinion, the ﬁnancial statements referred to above present fairly, in all material respects, the
financial position of First Heartland Capital, Inc. as of September 30, 2002, and the results of their
operations and their cash ﬂows for the year then ended in accordance with generally accepted
accountmg pr1nc1ples :

My audit was conducted for the purpose of formmg an opinion on the basic financial statements
taken as a whole. The information contained in pages 10 and 11 is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by rule 17a-5 of the Securities Exchange Act of 1934. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in my opinion, is fairly stated in all material respects in relatlon to the basic financial
statements taken as a whole.

o Rizhard W, Sehmids G54, P.L.

St. Louis, Missouri -
November 6, 2002

11353 Brierhall Circle  Maryland Heights, MO 63043  314-739-6994 . Fax 314-739-1408




' First Heartland Capital, Inc. -
' BALANCE SHEET

-»Septe,‘m’ber 30,2002

. - ASSETS .
CURRENT ASSETS - :
‘Cash and Cash Equivalents
Concessions Receivable
. Prepaid Expenses : ‘ N
' K Total Current Assets

, 'PROPERTY AND EQUIPMENT at cost
Office Equipment and Computer Software
Less Accumulated- Deprcmatlon :

'OTHER ASSETS
Deposits

TOTAL ASSETS = *

' LIABILITIES AND STOCKHOLDERS' EQUITY -

- CURRENT LIABILITIES

" Accounts Payable
Accrued Commissions -
Accrued Income Taxes

- STOCHOLDERS EQUITY :
; Common Stock, no par value, 30 000 shares authorlzed
2,000 shares issued and outstanding
Preferred Stock, $ 10 stated value 2 300 Shares’ 1ssued
- 8% noncumulative dividend -
" Additional Paid-in Capital -
- Retained Earnings .

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

" The accompanymg notés aré an mtegral part of this statemer_lt. '

" Total Current’Li,abiIiti'es .

Total Stocl\holders Equ1ty

- §

261,122

130,607

29,181

420,910

22415
21,043

1372

50,000

50,000

472,282

128,019
169,906
165

198,090

30,000

23,000
15,000

206,192

274,192

472282




* First Heartland Capital, Inc.

'STATEMENT OF INCOME

For the Year Ended Septerr_lber '30; 2002 y

INCOME
Commission and Fee Income

OPERATING EXPENSES
Advertlsmg and Promotion’
Bank and Credlt Card Charges
Clearing Fees
Commission Expense
Computer Expense

~ Depreciation -
Dues and Subscnptlons

- Education o L o R '> S

Insurance - .
Licenses and-Fees . -
Management Fees

" Meeting Expense - -
~Office Expense.
‘Professional Fees
Research Expense ..
Taxes -

INCOME (LOSS) F ROM OPERATIONS
OTHER INCOME (EXPENSE)

Interest Income

~ Miscellaneous
 INCOME BEFORE INCOME TAXES. -
' PROVISION FOR INCOME TAXES

NET INCOME

" The.accompanying notes are an integral part of this statement.

Total Operatlng E\penses '

s 8,779,627

s 484

12,835
© 358349
7,327,139
72207
1,591
550
(14, 663)
1,750
136,159
1,226 301
19,719
. 22,895
25857
" (60,969).
393

9,020,597

©(240970) - .

- 8,108
243,498

251,606

10,636

2,205

$ 8,431
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~ Cash ‘ana cash equiifalents atend of year -

°F ifst Hearfland, Capital, Ine.

STATEMENT OF CASH FLOWS .

- For the year eﬁded September 30, _2002_

Cash flows from operatmg actlvmes B
Net income ' :
Adjustments to reconc1le net mcome
to net cash prov1ded by (used 1n)
operatmg activities: :
Depreciation and amortization
(Increase) decrease in concessions recelvable
(Increase) decrease in refundable income taxes
-(Increase) decrease in prepald expenses S
(Increase) decrease in deposits .
Increase (decrease) in accounts payable
and accrued commissions: '
Increase (decrease) in accrued | mcome
- taxes pavable -

’Net cash prqvided by, (used in) operating activities-

Cash ﬂows from mvestmg actlvmes ‘
: Capltal E\pendltures S

~

Net cash prov1ded by (used 1n) 1nvest1ng actlvmes

- NET INCREASE (DECREASE) IN'
CASH AND CASH EQUIVALENTS

Cash and cash equivalents at begimiﬁg of year -

The eccompéh)ring' notes aré'ab integral part of this statement.. _

: A

T (17.794)

8,431

1,591

53,401 -

0
0
(76,160)

38

(30,493)

. (30,493) -

291,615

261,122




Balance at

- . First Hea_rtland Capital; Inc. -~
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
~ For the year‘ended September 30, 2002 o

\ R . - Additional
Common’ ~ Preferred © - Paid-in

- Retained

- Total

Stock _Stock -~ Capital _

October 1,2001 . $30,000 *  $23,000  $15,000

Net income  ~ - - S : e e

. Earnings

. $197,761

8.431

$265,761

‘8,431

Balance at

$206.192

$274.192

" September 30,2002 . . $30,000 *__-$23.000 ___ $15.000

The accompanying riotes are an integral part of this statement.



' First Heartland-Capital, Tnc.
' NOTES TO FINANCIAL STATEMENTS

* September 30, 2002

- NOTE 1 - SUMNIARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

A summary of the Company's. operat1ons and 51gn1ﬂcant accountmg pohc1es app11ed in the
preparat1on of the accompanymg ﬁnanc1al statements follows:

A _Orgamzat1on and Nature of Busmess

First Heartland Capital, Inc. was mcorporated in M1ssour1 on March 23 1993 and is a ‘
broker/dealer registered with the Securities and Exchange Commission (SEC) and is a member of ‘
various exchanges and the National Association of Securities Dealers (NASD). The Company

- does not hold funds or securities for, or owe money or securities to, customers and does not

otherwise carry customer accounts. Accordmgly, the Company is exempt from SEC Rule 15¢3-3
under the K(2)(ii) exemption.  The Company's primary market is in the Mrdwestern reglon but
they also operate vanous branch ofﬁces throughout the Unlted States

‘B. Use of Est1mates in the Preparatron of F1nan01al Statements

The preparatlon of ﬁnanc1al statements in conforrmty w1th generally accepted accountmg

, pr1nc1ples requires management to make estimates and assumpt1ons that affect the reported
“amounits of assets and liabilities and disclosure of contmgent assets and liabilities at the date of the -

financial statements and the reported amounts of revenues and expenses during the reported

- period. Actual results could d1ﬁ’er from those esttmates

C. Concesswns Recelvable

( The Company has elected the reserve method in accounting for bad debts Under this method all
~ uncollectible accounts are charged to the allowance account and the bad debt expense is
* determined by adjusting the balance in the allowance account to a reserve cons1dered reasonable

by management. No allowance for doubtful accounts was cons1dered necessary at September 30

-2002.

D. 'Prop’erty and Equipment

Property and- equlpment are carr1ed at cost Major renewals and betterments are capltahzed and
maintenance and repairs which do not improve or extend the life of the respective assets are

 charged against earnings in the current year. Deprec1at10n is provided for in the financial
- statements using the straight-line method and accelerated method over the estimated useful lives. .

Deprec1atlon expense charged to operatrons for the year ended September 30,2002 was'$ 1 591

» ’



Fnrst Heartland Capltal Inc
NOTES TO FINANCIAL STATEMENTS Contmued

September 30, 2002

NOTE 1- SUI\/ﬂ\/IARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES -

' Contmued
E- vConc'essio’ns_

Concessions and related clearmg expenses are recorded on a trade date baSIS as secuntles
transactlons occur ~ : e

F. Statement of‘CashFloyVS - , o . e -

For purposes of reportlng cash flows, the Company con51ders all hlghly hquld debt mstruments

* purchased with a matunty of three months or less to be cash equivalents.

NOTE 2 CONCENTRATIONS OF CREDIT RISK

The Company 18 engaged in varlous tradmg and brokerage act1v1t1es in Wthh counterpartles ,
primarily include banks and other financial institutions. In the event counterparties do not fulfill
their obligations, the Company may be exposed to risk. The risk of default depends on he -

- credltworthmess of the counterparty or issuer of the instrument - It is the Company s policy to °

review, as necessary, the credlt standmg of each counterparty

NOTE 3 - NET CAPITAL REQUIREMENTS

The Company is subject to the Unlform Net Capltal Rule of the Securities and Exchange

Commission.. Under the Rule, the Company s aggregate indebtedness to all other persons cannot

. exceed 1500 percent of net capital. The Rule also requires that equity capital may not be -

withdrawn or.cash dividénds paid if the Company s net capital would fail to equal 120 percent of

~ the minimum dollar amount required. At September 30, 2002, the: Company had allowable net
~ capital of $.233,238 which was '$ 183,238 in excess of the minimum required and the percentage
- of aggregate mdebtedness to net cap1ta1 was 85%. -
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Fxrst Heartland Cap1tal Inc
NOTES TO FINANCIAL STATEMENTS Contmued

September 30 2002

‘NOTE 4 - RELATED PARTY TRANSACTIONS

The. Company s two stockholders also’ control other compames Material transact1ons w1th those
related compames for the year ‘ended September 30 2002 were as follows

Management Fees - - Related Company o C
First Heartland Corp . -~ $1,226,301 ¢

' Comm1s51on Expense -'Related Company . L
- First Heartland Advisors Inc. ; % 173,402

A CIn addmon the Company also pald professmnal fees of $ 6 150 to a relatlve of a stockholder '
— durmg the year ended September 30, 2002 S ‘

NOTE = SUPPLEl\{[ENTALDIS_CI;OSURESi OF CASH FLOW INFORMATION -
Cash paid during the year for:

o I'nterest'-‘_",';' I | o AT S
o Income taxes . .- . C 82,017

,'NorEs ] CONTINGENCIES -

In the normal course of busmess the Company i is party to l1t1gatton and arbitration actions
involving their broker activities. It is management’s opinion that errors and omission insurance
coverage along with the financial strength of the Company and it’s prmmpals is adequate to

‘provide for any s1gn1ﬁcant judgements resulting from said litigation. or arbitration.
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F1rst Heartland Cap1ta1 Inc

COMPUTATION OF NET CAPITAL S

© September 30,2002

. Net Cap1tal Computatlon

Stockholders Equlty ,
Deductions and/or charges =
Less non-allowable Assets - -
Property and Equlpment
. Prepaid E\penbses )
* Receivables - non-allowable
*" . Haircuts on securities

Net Ca‘pi_tél'

10 -

274,192

1372
29,181
8,498

1,902

233238 .




F ir‘st Heartl‘and' Capifal Inc
COMPUTATION OF NET CAPITAL REQUIREMENT

September 30 2002

,

‘Minimum Net Caprtal Requrred (6 2/3% of

'S

Aggregate Indebtedness) » o o | ." $ .' 13,206
Mrnnnum Dollar Net'Cepifal_ ‘Req‘nirernent‘ L ‘. . ‘~ : -‘ s 50‘,000 :
Net Capital Reqnirernenr (_Greater of the'.Above) | 5 ‘ $ | 5A(I000
‘ Excesvstet Capital . ) K I 8 I83,238
"Percejntag’e of Aggregateilndebtednese»re Net-Cap‘it:élf _ 85%
- Percentage of Oebf or Debt-Ednit}r ) .‘ NA
| -SCHEDUIJEOE AGGREGATE.INDEBTEDNESS
: .'AcconntsP;ayabIe - L T N - - 8 28'019'
Accrued Expenses ' b o 170,071
| ( $ | 198,090 -
RECONCILIATION WITH COMPANY'S COMPUTATION :
- Net capital, as reported in Comp_anys Part II (Unaudlted) : w$' - 23_3,257 o
Net §ear -end adjustments - 0
. 233,237

11



RICHARD W. SCHMIDT CPA, P.C

REPORT ON INTERNAL ACCOUNTING CONTROL

Board of Directors |
First Heartland Capital, Inc.

In planmng and perforrmng my audrt of the ﬂnanc1a1 statements of First Heartland Capital, Inc.

for the year ended September 30, 2002, I consrdered its internal control, including control
activities for safeguarding securities, in order to determine my auditing procedures for the
purpose of expressing my opinion on the ﬁnanc1a1 statements and not to provide assurance on
internal control : : :

_Also as required by rule 17a- S(g)(l) of the Securmes and Exchange Commrssron (SEC), I made

a study of the practices and procedures followed by the Company including tests of such practices

“and procedures that I consrdered relevant to the objectives stated in rule 17a-5(g) in making the

periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for

"determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company

does not carry securities accounts for customers or perform custodial functions relating to
customer securities, I did not rev1ew the practrces and procedures followed by the Company in
any of the following:
1. Making quartterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13. ‘
3. Complying with the 'requirements-for prompt payment for securities under Section 8 of.
Federal Reserve Regulatlon T of the Board of Governors of the Federal Reserve

System

The management of the Company is responsible for establishing and maintaining internal control

- and the practices and procedures referred to in the preceding paragraph. In fulfilling this

responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the

- preceding paragraph and to assess whether those practices and procedures can be expected to
- -achieve the SEC' s above-mentioned objectives. Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance

- that assets for which the Company has responsibility are: safeguarded against loss from

unauthorized use or disposition and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted acc0unt1ng principles: Rule 17a-5(g) lists
addmonal objectlves of the. practrces and procedures listed in the precedmg paragraph

\ 12 :
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s ‘Because of 1nherent hmltatrons in any internal control structure of: the practrces and procedures '

referred to above, errors or irregularities may occur and not be detected. “Also, projection of any -

“evaluation of them to future periods is subject to the risk that they may become inadequate

because of changes in condrtlons or that the eﬁ‘ectweness of their desrgn and operation may
detenorate ' T -

My con51derat10n of 1ntema1 control would not. necessanly dlsclose all matters in the internal -

o control structure that mrght be mater1al weaknesses under standards established by the American
- Institute of Certified Public Accountants. A material weakness is a condition in which the design.
- or operation of the specific internal control components does not reduce to a relatrvely low level

the risk that errors or irregularities in amounts that would be material in relation to the financial
statements being audited may occur and not be'detected within a timely period by employees in
the normal course of performing their assigned functions: 'However, I noted no matters involving

- internal control, mcludmg control activities for safeguardlng securities, that I consider to be

materlal weaknesses as deﬁned above.

I understand that practrces and procedures that- accomphsh the Ob_]eCtIVES referred to in the second,
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance

“with the Securltles and Exchange Act of 1934 and related regulations, and that practices and -
: procedures that do not accomplish such objectrves in all material respects indicate a material
inadequacy for such purposes. Based on this ‘understanding and on my study, I believe that the -

Company's practices and procedures were adequate at September 30, 2002, to meet the SEC s

‘objectives.

“This report is intended solely for the use of the Board of Directors, m'anagement the-SEC,

NASD, and other regulatory agencies which rely-on Rule 17a-5(g) under the Securities Exchange
Act of 1934 i in their regulatron of registered brokers and dealers, and is not intended to be: and
should not be used by anyone other than these spec1ﬁed partles

| Rthard W, Sehwids OO, P

Richard W. Schmrdt CPA, PC.
St. Louis, Mlssourr
November 6, 2002
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